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Abstract: The paper reviews and assesses our understanding of the relation between cor-porate

finance and corporate control. It questions the significance of the notion that
entrepreneurs or managers give up significant powers of control in order to obtain external
finance, arguing instead that (a) entrepreneurs or managers are reluctant to give up
control rights for finance and (b) such exchanges are not credible because entrepreneurs
or managers have "residual" means of reneging on such exchanges if they want to. This
view leads to a reassessment of the role of the financial system as channelling funds from
firms with surplus cash to firms with "surplus" investment needs rather than channelling
funds from hou-seholds to firms. The paper asks what agency problems and biases this
involves, with particular focus on the scope for structural change when cash flows and
investment opportunities are not well correlated. The last part of the paper discusses the
politics of corporate control with a view to the natural alliance between (i) the political
system supporting incumbent management's claims to retain control and (ii) corporate
management with discretion over the use of "free cash flow" to provide funding for matters
of political interest outside of regular public budgeting procedures.
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